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ECONOMIC INDICATORS 
(Millions of U.S. dollars unless otherwise indicated) 


% Change 
1981 1982 1983 83/82 *% 


GDP at Market Prices 8893.0 7425.0 5473.0 
Total monetary economy as 

% GDP at 1966 Prices 60.0 61.0 60.0 
Per capita GDP (millions) 230.0 230.0 240.0 
CPI (April 1981 = 100) 156.1 220.1 248.3 
Gross Investment Rate as 

% GDP - - 
Gross Savings Rate as 

% GDP - - 
Total Domestic Credit 589.9 493.3 
Population at 

mid-Year (millions) ‘ 13.9 14.3 
Rediscount Rates - Treasury 

Bills 26.0 
Savings Deposits ° 10.0 18.0 
Loans and Advances (max) ‘ 26.0 
Current Revenue as % GDP ‘ Oat Vet 
Total Expenditure as % GDF ° 9.6 11.0 
Total Expenditure as 

% of Revenue ‘ 141.5 


Balance of Payments 
Exports 362.6 


of which to U.S. (%) : 34.2 
Imports 414.2 

of which from U.S. (%) j ; 3.4 
Trade Balance -53.6 
Net Services and Transfers -114.1 
Current Account Balance -69.4 
Capital Account Balance -27.1 
Overall Balance 34.0 
Net Foreign Reserves -360.9 
Arrears Level 30.6 
Debt Service Ratio 

(% Exports) ‘ ; 38.0 


*Percentage changes are calculated in original shilling values, 
prior to conversion to dollars. 





SUMMARY 


The Government of President Milton Obote came to office after 
the general elections in December 1980. The administration 
inherited an economy that had experienced a decade of 
mismanagement and neglect, giving rise to negative growth rates 
in industry, reversion to subsistence farming, staggering 
inflation rates, complete budgetary indiscipline, and mounting 
balance of payments deficits. 


In June 1981, the Government reached agreements with the IMF on 
a comprehensive economic and financial program for Uganda. The 
program was supported by a 13-month stand-by arrangement fors135 
million dollars in addition to the Fund's Compensatory Financing 
Facility for balance of payments support. 


Under the agreements, Uganda floated the shilling (resulting in 
a tenfold depreciation) as the basis for stabilization; 
increased five to ten times producer prices for the country's 
exports; removed price controls except on petroleum products; 
rationalized the tax structure to stimulate investment; imposed 
restrictions on Government borrowing and domestic credit 
expansion; and adopted more realistic and flexible interest 
rates. Emphasis was put on the private sector as Uganda's hope 
for economic recovery. 


The policy package has been yielding promising results for the 
economy. Merchandise exports increased by 4.6 percent in 1983 
compared to 1982. The increase is expected to be 11.6 percent 
for 1984. Imports were reduced by 1.5 percent in 1983. 
Accumulated external arrears were reduced by $31 million during 
the 1983/84 fiscal year. The country's external reserves 
accumulation now stands at the equivalent of 3.3 months of her 
import requirements. 


Domestically, the new policy package generated favorable 
developments in several areas. Real GDP increased in 1983 over 
the 1982 level, representing a rise in per capita income while 
agriculture and construction increased by 11.6 percent and 12 
percent respectively. Modest increases in industrial capacity 
utilization were also registered by a number of firms. The 
inflation rate fell from about 100 percent to between 25-30 
percent during the 1982 - 1983 period. Recent projections by 
the World Bank indicate solid prospects for the Ugandan economy 
both in the external sector and in the domestic economy. 


The agricultural sector continues to dominate the Ugandan 
economy, accounting for almost all its exports and providing a 
means of livelihood for 90 percent of its population. The 
industrial sector is very small. In the 1960's it accounted for 





8 percent of GDP. Its current contribution to GDP is much less, 
but there are opportunities for its revival (especially on 
account of Uganda's large potential for hydro-electric power). 


BACKGROUND 


The impact of the 1971-1979 military regime on the economy was 
devastating. GDP stagnated during 1971-79, resulting in 
declining per capita incomes. The savings rate dropped, 
necessitating a cutback in investment, a situation compounded by 
limited external capital ‘aflows. The balance of payments 
deteriorated sharply, mainly because of a fall in exports. By 
1978, exports (coffee accounting for 97 percent) were barely 40 
percent of the 1970 level. Domestic budgetary performance was 
equally poor. The ratio of current revenue to GDP fell while 
military spending and related non-productive expenditures 
soared. The resultant deficits were financed by borrowing from 
the banking system and printing money, thus fueling an already 
high rate of inflation. Other areas of spending, such as the 
transport system, educational, and health services were 
completely ignored during the military era. The state of the 
economy was further aggravated by the damage of the 1978-79 war 
between Uganda and Tanzania, which marked the end of the 
military regime. This, coupled with a power struggle among 
returning exiles which resulted in four governments within 
twenty months, imposed a great burden on an already fragile and 
disintegrating economy. 


In June 1981, the Government reached agreements with the IMF on 
a comprehensive economic and financial program for Uganda, 
supported by a 13-month stand-by arrangements for $135 million. 
In addition, Uganda was to benefit from the Fund's Compensatory 
Financing Facility for balance of payments support. In 1981, 
Uganda received $54 million under this arrangement. 


POLICY MEASURES 


The specific measures taken by the Government in response to the 
1981 agreements with the International Monetary Fund included 
floating of the Ugandan shilling as the basis for external 
stabilization; five to ten fold price increases in producer 
prices for producers of agricultural exports; removal of price 
controls except on petroleum products; rationalization of the 
tax structure to stimula-e investment; and restrictions on 
Government borrowing and domestic credit expansion. In addition, 
more realistic and flexible interest rates were adopted. The 
overall objective of the program was to stabilize the economy as 





a prerequisite for reviving investment and output by increasing 
confidence in the Ugandan currency, removing price distortions, 
and improving fiscal and monetary discipline. As a result of the 
float, the shilling-dollar rate depreciated tenfold. The rate 
has since been determined on a weekly basis by auctioning 
foreign exchange by the Bank of Uganda. 


INTERNATIONAL PERFORMANCE 


The 1981 policy package for the economic recovery has been 
yielding results. On the international scene, the balance of 
payments situation continues to improve. In 1983, merchandise 
exports increased representing 6.6 percent of GDP. For 1984, 
the increase in merchandise export is expected to reach 11.6 
percent. Imports were reduced in 1983 over 1982, so that the 
balance on current account declined for the fiscal year ending 
June 1984. The surplus on capital account increased while 
external arrears were reduced during the 1983/84 fiscal year. 
This improvement is expected to continue. As a result of 
improved performance in the external sector, Uganda was able to 
accumulate external reserves equivalent to 3.3 months of import 
requirements, implying a considerable decline in the need for 
balance of payments support from the IMF. 


The external sector performance was largely due to substantial 
capital inflows. Loans and aid amounted to $130 million during 
1983/84. The Preferential Trade Area for Eastern and Southern 
African States Agreement was signed. In this same context, the 
question of the Assets and Liabilities of the former East 
African Community was resolved. Uganda reportedly will receive 
145 million dollars from Kenya ands46 million from Tanzania as a 
result of this settlement. 


THE DOMESTIC SCENE 


In addition to the decline in the rate of inflation (from 100 
percent to between 25-30 percent), real GDP increased by 7.3 
percent over the 1982 level, representing a rise in per capita 
income of 4.3 percent. Monetary GDP increased by 6.5 percent, 
while the subsistence sector (non-monetary) output increased by 
8.5 percent. Monetary agriculture increased by 11.6 percent 
while the construction industry registered a 12 percent increase 
during 1983. Industrial production continued to stagnate, 
although marginal increases in capacity utilization have been 
recorded by many firms. In general, the economic outlook is 
better than it was in 1982. Food is abundant and imported goods 
are plentiful. While there is still reason for concern over the 
high incidence of violence and insecurity, the security 





situation in much of the country is better than in 1982. In 
spite of this achievement, part of the legacy of the military 
rule still prevails, particularly in smuggling and black 
marketeering. 


The prospects for the recovery of the Ugandan economy emanate 
principally from the economic policy package adopted in 1981, 
and the improved security situation. In addition, a number of 
entrepreneurs of Asian origin have returned and taken possession 
of their businesses and properties. The last two years have 
also witnessed an inflow of international businessmen, mainly 
from Europe, the Middle East, and the Indian subcontinent. 

These developments, coupled with the progress already achieved, 
indicate optimistic prospects for recovery and expansion of the 
Ugandan economy. 


Prospects for the Ugandan economy are focused on the external 
sector, because of existing bottlenecks in foreign exchange 
earnings. The World Bank recently made a number of base case 
projections with respect to the level of economic activity in 
Uganda. These projections center on the following assumptions: 


- GDP growth of 6.8 percent per annum for the period 1981-85; 
- Both agriculture and industry growing at 10 percent per 
annum; and 
Investment growth rate of 3 percent (the present level) for 
1982-85, rising to about 5 percent by 1989. 


AGRICULTURE 


Agriculture continues to dominate the Ugandan economy, 
accounting for almost all its exports and providing a means of 
livelihood for 90 percent of the population. Two thirds of the 
land mass is arable, a factor which is combined well with good 
soil and climatic conditions to form a strong base for 
agricultural development. Most farming is undertaken by 
small-holder farmers. Large-scale farming is confined to 
privately-owned tea and sugar estates. The major crops are 
coffee, cotton, tea, tobacco, and sugar cane, with coffee 
dominating the export market. 


Uganda is one of a handful of Sub-Saharan African countries 
which has been able to produce a food surplus in most years. 
Following the 1978-79 war, food shortages were experienced in 
the relatively dry northeastern part of the country in 1979-80. 
However, the rains returned and this problem was overcome. 
Surplus food production indicates that Uganda could make 
Significant food exports to adjoining countries. There is 
already a thriving informal and formal trade in food crops with 





neighboring Kenya and Tanzania, particularly in maize. Such 
exports could well be increased. The marketing of agricultural 
export crops is undertaken by the cooperative movement through a 
number of specialized Marketing Boards. 


In general, the agricultural export sector has the highest 
potential for economic recovery in Uganda. This is evident from 
the response of farmers to recent increases in the prices of 
agricultural exports. Since June 1981, the prices of 
agricultural export crops have been increased five times. 


MANUFACTURING 


Uganda's manufacturing sector has always been small, accounting 
for only 8 percent of the total GDP. However, in contrast to 
the current situation, Uganda was always able to meet most of 
its needs locally in basic consumer goods, chemicals, 
intermediate goods, non-metallic products, steel and metallic 
products. Most plants operated at 70 percent of installed 
capacity between 1962-70. 


During the military regime, there was little or no investment in 
new capacity; most firms operated at less than 20 percent of 
installed capacity. Improvement in this area has so far been 
minimal, so that capacity utilization now averages at best 30 
percent. 


The Uganda Development Corporation has spearheaded industrial 
development in the country, either on a sole ownership basis or 
in partnership with the private sector. The priority areas for 
recovery are basic consumer goods industries, agro-based 
industries, and industries producing implements and intermediate 
goods. 


Foreign investment and the importation of technology and experts 
are emphasized in the new industrial policy. A comprehensive 
incentive package has been formulated to encourage private 
investments, local and foreign. Specific incentives include 
exemption of duties on machinery and spares as well as on inputs 
that are not available locally. Exemption from income and 
corporate taxes for a two year period from the time of 
incorporation has also been offered to foreign firms under the 
1980 party manifesto of the Uganda Peoples Congress party which 
won the national elections in December 1980. Foreign investment 
is protected by the provisions of the Foreign Investments 
Protection Act of 1964. In addition foreign banks no longer 
need to be incorporated locally, while banks now operating in 
the country are being encouraged to open up branches in smaller 
towns. In addition, the Ministry of Industries has established 





an Industrial Development Center to promote industrial research, 
from which the private sector stands to benefit as much as the 
public sector. 


ENERGY 


Energy sources in Uganda are hydro-electric power, petroleum 
products, and wood fuels, with a surplus of electric generating 
capacity. In 1980 the country was able to use only 69 percent 
of its capacity, including energy exported to Kenya. In 1980 
Uganda's sale of electricity to Kenya totalled $2.6 million. 


Installed generating capacity is 154 MW. Of this, 150 MW is 
provided by the Owen Falls Hydro-Electric Power Station in 
Jinja. The rest comes from small diesel stations. Industry's 
share in electricity consumption fell from 75 percent in the 
mid-1960's to 42 percent in 1980. 


To reduce dependence on imported petroleum, a number of 
explorations have been conducted in Uganda to determine the 
existence of oil reserves. So far no commercially viable 
reserves have been identified, although further exploration 
seems justified. 


Wood fuels are abundant, but recent haphazard deforestation 
poses a serious problem to the soil. A reforestation campaign 
is currently going on (though on a much smaller scale than in 
Kenya, for example). 


IMPLICATIONS FOR THE UNITED STATES 


Nearly four years have passed since Uganda reached agreement 
with the IMF on a comprehensive financial and economic program. 
Its continued success depends on external capital inflows and 
strengthening of the private sector. The attitude of the 
government toward local and foreign private investment is 
positive. In part, this has been responsible for the promising 
results which have been achieved both in the domestic and 


external sectors. In particular, the agricultural sector has 
responded to price incentives. 


United States financial assistance to Uganda has been readily 
available. Much of it has been directed at improving efficiency 
in the agricultural sector. The focus has been on small holder 
agriculture, institutional support services, human resource 
development, farmer organization, health conditions in the rural 
areas, and, in general, strengthening the private sector. 





In view of the emphasis on the private sector in general, and 
foreign investment in particular, American firms are likely to 
find investment and sales opportunities in Uganda. In terms of 
direct investments, the agricultural sector and 
import-substituting industries offer opportunities. Agro-based 
export areas include crop production, forest product processing, 
and fish processing. In the industrial sector, it is worth 
noting that at present Uganda imports virtually all its 
requirements for manufactured goods. Foreign investments are 
protected under a 1964 Act for that purpose. 


While both investment and sales opportunities exist in Uganda, 
and in spite of considerable improvement in security, there is 
need to exercise caution in exploiting these opportunities, at 
least for the immediate future. Prospective investors will want 
to give their attention to the business ethics of Uganda's 
emerging business community. More importantly, there is a 
proclaimed guerrilla movement which continues to challenge the 


government, and the security problems which that situation 
entails. 
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You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
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Trends and their Implications for the United States 
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